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PERSPECTIVES 


lobal agricultural trade will likely increase in the 1990’s, stimulated by trade 

reform and economic growth. The United States will be in a position to take 
advantage of the growth in trade, thanks to its efficiency and reliability in producing and 
marketing agricultural products. 


That’s the assessment James R. Donald, chair of the World Agricultural Outlook Board, 
delivered at USDA's annual Agriculture Outlook Conference a few weeks ago. 


“Larger exports and smaller imports will raise the U. S. agricultural trade surplus to 
about $17 billion in fiscal 1992, up 14 percent from the year before," Donald says. 


In fiscal 1992, U.S. agricultural exports are forecast at $39 billion, up 4 percent from 
the previous year. "Higher grain prices and increased volume of wheat and oilseed 
exports will contribute to the gain in value," Donald says. "Exports of high-value products 
will increase, too.” 


The value of U.S. agricultural imports, on the other hand, is expected to decline slightly 
in fiscal 1992 due to lower volume and prices for livestock and products. 


Donald expects that U.S. farmers will see their incomes slip in 1992 as cash receipts 
hold steady but production expenses rise. U.S. crop acreage will likely expand as 
producers respond to higher prices and smaller acreage reduction requirements for 
grains. 


Demand for 1992 crops will likely be strong, spurred by further economic recovery 
around the world, continuing large feed requirements for livestock, and population 
growth. 


“Later in the 1990's, world commodity consumption and trade are expected to respond 
to easing trade barriers and greater economic growth," Donald explains. "U.S. agricul- 
tural exports stand to gain, since U.S. producers and marketers will be competitive in 
world markets.” 


Developing economies appear to offer the best potential as growing markets for U.S. 
agricultural commodities: About one-half of both world and U.S. exports of grain now go 
to developing countries. "These countries will likely increase their imports in the 1990's, 
assuming trade and farm policy reforms, increased economic recovery, and debt 
reduction,” Donald says. “And the United States is in an excellent position to supply these 
imports.” 


Industrialized countries have increased agricultural exports and cut imports. 
"Proposed reforms would have a major impact on production and trade in grains and 
oilseeds in the European Community and Japan," Donald explains. "Relaxation of trade 
restrictions and reform of farm policies could cause them to increase imports.” 


The economies of former centrally planned countries will eventually benefit from 
restructuring. "In the years ahead, many of these countries will strive for agricultural 
self-sufficiency," Donald says. "But they will likely import relatively large quantities of 
feedstuffs to satisfy the rising demand that comes with economic growth." 


— Priscilla B. Glynn 
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Annual Farm Survey Yields a Harvest of Data by Priscilla B. Glynn 
Across the Nation, statisticians and enumerators are once again preparing 
to survey the overall health of U.S. agriculture. The information gathered is 
widely used by policymakers, commodity organizations, and researchers, 
and the findings have important implications for farmers and ranchers. 








U.S. Rice Consumption Is on the Upswing by Martha Evans 
Americans are eating more rice than ever. New uses for rice in such 
processed foods as flavored side dishes and rice cakes, together with in- 
creased consumption of specialty rices, account for much of the recent 
gains. 





Mexico Benefiting from Economic Reforms by Doug Martinez 


The Mexican Government has begun major reforms to move the country 
toward a more open economy based on free trade and competitive 
enterprise. The new policies have eased Mexico's trade constraints, 
boosted foreign investment, and reduced the budget deficit. These trends 
are likely to increase the already strong trade ties between Mexico and the 
United States. 


DEPARTMENTS 





Agricultura! Roundup: Female Farm Landlords 
Farmline Trends: Monthly Price Monitor 


SPECIAL IN THIS ISSUE 





1992 Reports Calendar 
This is your handy guide to winter and spring release dates for situation and 
outlook reports of the Economic Research Service, crop and livestock 
reports of the National Agricultural Statistics Service, and supply-demand es- 
timates of the World Agricultural Outlook Board. 
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Annual Farm Survey Yields 
A Harvest of Data 


| he time is fast approaching for USDA 
to take its annual survey of the sound 


ness of American agriculture, and statis- 
ticians and enumerators across the Nation 
are gearing up to gather the necessary 
information 


From mid-February through March, highly 
trained enumerators will contact about 
25,000 farmers and ranchers to obtain data 
for the Farm Costs and Returns Survey 
(FCRS) 


The FCRS is conducted every year to ob 
tain detailed data about production expen 
ses, capital purchases, financial 
information, production practices, and other 
operating characteristics of farms and 
ranches throughout the Nation 


Each year the FCRS focuses on collecting 
extensive cost of production data for dif- 
ferent types of enterprises. In the upcoming 
survey, production expenditures and prac- 


The survey shows the 
viability of agriculture 
as a whole. 





tices pertaining to the 1991 crop year will be 
collected, with particular emphasis placed 
on corn, barley, cotton, peanuts, and flue- 
cured tobacco enterprises. 


The Estimates Division of the National 
Agricultural Statistics Service (NASS) pub- 
lishes the production expenditures data 
from the FCRS in the final version of its 
annual Farm Production Expenditures 
report, which comes out in August. “This 
report is a direct outgrowth of the survey, 
and it captures all expenses reported by 
farm and ranch operators for the previous 


year,” says NASS statistician Doug 
Kieweno. “The information is organized by 
regional and U.S. levels, and by type and 
economic size of farm.” 


Kleweno explains that the data are used by 
people in universities and government, and 
also by analysts, researchers, economists, 
commodity organizations, and agricultural 
suppliers. Generally, farmers and ranchers 
are indirect users of FCRS data. They may 
or may not realize that the information is 
used by their Extension Service advisers, 
and in farm magazines, newspapers, and 
radio and television spots. 


The Bottom Line 

“One of the most important things to come 
out of the survey is the bottom line on 
agriculture,” says statistician Howard Hol- 
den of the lowa State Statistical Office. 
“Economists in USDA’s Economic Re- 
search Service calculate the Nation's total 
farm revenues and total expenditures, 
which determine total net farm income.” 


This last figure is very important, Holden 
explains, since it tells us how much dis- 
posable income the Nation’s 2 million 
farmers have and whether they are realiz- 
ing a viable income. Did they reap anything 
in the last year that they can reinvest in the 
business—for example, by buying new 
equipment? 


In addition, the FCRS shows how viable 
agriculture is as a whole, and how the 
various types of enterprises within agricul- 
ture are faring. For example, how are grain 
producers doing compared with cattle 
ranchers? Are some parts of agriculture 
more vulnerable than others? 


Daniel Sumner, USDA's Deputy Assistant 
Secretary for Economics, emphasizes that 
quality data are essential for policy forma- 
tion and analysis. “Our understanding of 
agriculture and rural America is central to 
the process of crafting farm legislation,” 
Sumner says. “Reliable data are vital—both 
for short-term analysis of specific proposals 
and for developing a longer term knowledge 
base about the farm sector.” 
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In the Survey Covering 1991, FCRS Enumerators Will Gather Extensive Data on Five Types of Enterprises 


Numbers indicate expected contacts within each State. 


And Sumner points out that in the long run, 
the availability of high-quality data is also 
crucial to support research to maintain and 
improve our understanding of the farm 
economy. 


“For example, to appreciate how acreage 
may shift among crops under the new 
flexibility provisions of the farm program, we 
need to understand how the costs and 
returns of alternative crops compare in dif- 
ferent regions,” he says. “Obviously, some 
accurate, detailed information is necessary 
to make these assessments, and since con- 
ditions change every year, we must con- 
tinually maintain and improve the 
measurements.” 


The FCRS helps us know how to stimulate 
the agricultural economy by telling us 
whether producers’ debt/asset ratios are up 
or down, whether their interest loads are up 
or down, and many other factors, Holden 
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explains. The Secretary of Agriculture can 
then make adjustments in farm programs to 
keep the sector moving along, in ways that 
stimulate returns to farmers. 


Farm Groups and Agribusiness 
Rely on FCRS, Too 

Larry Rus, executive director of the National 
Corn Growers Association, says that his 
organization is able to use the information 
provided by the FCRS to protect corn 
producers. For example, each year the 
Secretary of Agriculture makes acreage 
reduction program (ARP) determinations 
for the major crops. “The information on 
corn yields, planted acreage, harvested 
acreage, and carryover stocks gives us the 
statistical basis we need to make a recom- 
mendation about the corn ARP to the 
Secretary,” Rus says. 


“We also rely on data from the FCRS and 
other NASS sources when media repre- 
sentatives, farmers, or others call us for 
information—particularly when they have 
questions about investing in agriculture,” 
Rus says. 


The Association also incorporates some 
FCRS information into its annual publica- 
tion World of Corn, a compendium of statis- 
tics On corn production and use. “The 
publication has tons of information about 
corn, and those in farming and agribusiness 
use it to make business decisions,” Rus 
says. 


Industry analysts rely heavily on FCRS in- 
formation, too. From it, they can determine 
where various parts of agribusiness are 
headed. The expenditure information is 
particularly helpful in this area, Holden 
says, especially when industry participants 
are considering going into a particular 





Survey Data Reported in Several Publications 


Data from the Farm Costs and 
Returns Survey (FCRS) are used by 
the Economic Research Service 
(ERS) and the National Agricultural 
Statistics Service (NASS) to produce 
a variety of studies and reports, says 
ERS economist James Johnson. 


“ERS is required to produce informa- 
tion detailing farm income estimates, 
costs of production, and family 
farms,” Johnson explains, “and FCRS 
data are crucial to fulfilling this mis- 
sion.” 


Two major ERS publications are 
Economic Indicators of the Farm Sec- 
tor: National Financial Summary and 
Economic Indicators of the Farm Sec- 
tor: State Financial Summary. “These 
reports contain detailed income and 
balance sheet data for the Nation’s 
farm sector, and have been published 
in some form every year since 1949,” 
Johnson says. 


product line, such as fencing wire or fer- 
tilizer. It helps them find out what sort of 
sales they can expect 


We get many data requests from agricul- 
tural suppliers regarding operators’ expen- 
diture patterns, and how they change over 
time,” Kleweno continues. “Agribusiness 
really focuses on expenditure trends, supp- 
ly and demand relationships, and prices 
because this information helps guide their 
short- and long-term business decisions.” 


Agricultural suppliers rely heavily on FCRS 
data for information about changing trends 
in the farm sector. “For example, rising con- 
servation and environmental concerns 
have prompted farmers to re-evaluate and, 


Other key ERS reports include 
Economic Indicators of the Farm Sec- 
tor: Costs of Production—Major Field 
Crops, Costs of Production: Livestock 
and Dairy, and Production and Ef- 
ficiency Statistics. The entire series of 
five Economic Indicators of the Farm 
Sector reports is available via sub- 
scription from the ERS-NASS order 
desk at 1-800-999-6779 for $14 per 
year. Single copies of any titles in the 
series are available for $8. 


ERS analysts also use FCRS data to 
prepare a variety of other reports 
detailing the costs of production by 
State and by commodity. 


NASS researchers use FCRS data to 
prepare two Farm Production Expen- 
ditures reports each year. “A prelimi- 
nary report in July gives U.S. and 
regional production expenditure totals 
of the survey results,” says NASS 
statistician Doug Kleweno. “A detailed 
final summary in August shows ex- 
penditures for crop and livestock 


in some instances, alter their fertilizer and 
pesticide use, cultivation and harvesting 
practices, and even the types of equipment 
they use,” Kleweno explains. “These trends 
have a ripple effect throughout the farm 
economy, and agribusiness leaders and 
analysts need to keep up with them to make 
sound business decisions.” 


“We get many data requests for information 
about producers’ consumption of and ex- 
penses for fuei, feed, fertilizer, seeds, pes- 
ticides, farm machinery (by both volume 
and type) and labor,” Kleweno notes. “The 
FCRS helps us respond to these requests.” 


operations, plus U.S. and regional ex- 
penditures by the economic size of 
farm.” The Farm Production Expendi- 
tures reports are available via sub- 
scription for $12 per year from the 
ERS-NASS order desk (1-800-999- 
6779). Single copies cost $8. 


USDA is not the only department of 
the Federal Government that makes 
extensive use of the FCRS: The 
Department of Commerce's Bureau 
of Economic Analysis (BEA) relies on 
the survey data in several of its major 
programs. 


The BEA uses the data to prepare na- 
tional income and product accounts 
of the United States, input-output ac- 
counts (which trace purchases and 
sales among all industries and sec- 
tors and serve as a benchmark for es- 
timates of the gross national product), 
and regional economic accounts of 
the United States (which detail 
economic activity by region, State, 
and county). 


Findings Impact Producers 


“Although the uses of the data are often 
indirect to the operators themselves,” says 
Kleweno, “the findings have considerable 
influence on decisions that affect the farm 
sector.” 


Kleweno explains that the information 
gathered from producers through the sur- 
vey influences the farm sector in a wide 
variety of ways, some of which are not 
immediately apparent. NASS uses the data 
obtained through the FCRS to determine 
the relative weights to assign various com- 
ponents of the prices paid index (PPI), a 
measure of the change in costs to farmers 
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for inputs used to produce agricultural com- 
modities. 


The data are also used in the computation 
of grazing fees. The fee formula is based on 
the PPI, which in turn is partially con- 
structed from FCRS data. 


The administration of marketing orders 
depends on parity prices, as does the deter- 
mination of the support prices producers 
receive for shorn wool and tobacco. Like 
grazing fees, parity prices are derived 
through the use of the PPI. 


“Data collection is an arduous task,” Sum- 
ner says, “and it is very important that the 
task be done thoroughly and accurately. 
The decisions of individual farmers—and of 
USDA—are only as good as the information 
that goes into them, and that means data.” 


Holden says that farm operators are acutely 
aware of the need for the type of information 
the FCRS provides. “The 1980's showed 
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farmers—and indeed all of us—that they 
need to be aware of their position in the 
marketplace,” he notes. “The FCRS 
provides this important information.” 


One direct benefit farmers do receive for 
participating in the survey is the Individual 
Farm Analysis (IFA). “The cost analysis 
approach provided by the IFA allows us to 
give specific information about their own 
operations back to the farmers we survey,” 
says Holden. “It’s a sort of repayment for 
their cooperation.” With the IFA, a farmer 
can see how his or her farm compares with 
other farms across the State having similar 
characteristics. 


An IFA tells farmers what they have spent 
on inputs and equipment, and helps them 
pinpoint things they could change to be- 
come more efficient. “Farmers who take a 
close look at their IFA’s can make assess- 
ments on how to change their marketing 
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approach, reduce their debt load, and yet 
remain viable,” Holden says. 


Holden explains that the FCRS was 
designed to be as compatible with the 
recordkeeping systems farmers commonly 
use as possible. “We try to keep it user- 
friendly,” he says. 


“Participating in the FCRS affords 
producers a prime opportunity to document 
clearly their operating costs and returns for 
the record,” Kleweno says. “Researchers, 
analysts, and policymakers need the most 
accurate data possible to make decisions 
about the health of U.S. agriculture. And 
because agriculture changes constantly, 
we must continually update our informa- 
tion.” & 


Based primarily on information provided by 
economists Mitchell Morehart and James 
Johnson, Agriculture and Rural Economy 
Division, Economic Research Service, and other 
sources Cited in the article 





U.S. Rice Consumption 
is on the Upswing 


Armicms are eating more rice than 
ever. Both total domestic and per 
capita consumption have risen steadily 
over the past decade. Moreover, 


Americans are eating a wider variety of rice 
dishes 


Total domestic consumption of rice (includ- 
ing imports) rose from 26.9 million hundred- 
weight (cwt) in marketing year 1978/79 to 
about 47.5 million in 1988/89, up 77 per- 
cent, according to USDA's biannual milled 
rice distribution survey for food use and 
Department of Treasury data for brewers 
use. Per capita consumption surged by al- 
most 60 percent, increasing from 12 
pounds to over 19 pounds 


But even though consumption of rice has 
increased, it remains much lower than that 
of most other popular side dishes,” says 
economist Nathan Childs of USDA's 
Economic Research Service. In 1989, per 
Capita consumption of rice (excluding that 
used in producing beer) was 16 pounds, 


Total domestic consump- 
tion climbed 77 percent 
between 1978/79 and 
1988/89. 


fresh potatoes 48, and frozen potatoes 23. 
Pasta consumption was 13 pounds. 


New uses for rice in processed foods, 
together with greater consumption of cer- 
tain specialty rices, account for much of the 
recent gains. 


Rice consumption is broken into three main 
categories: direct food use, brewers use, 
and processed food use. 


Direct Food Use Still Highest 

Although its share of total domestic con- 
sumption has dropped over the last decade, 
direct food use of rice still accounted for 
almost 59 percent in 1988/89. From 





Use of Rice in Major Categories Has Risen In the Last 20 Years' 


Million cwt 


50 — 





1969/70 71/72 73/74 75/76 


‘Data unavailable for 1977 


78/79 


Direct food use 
and Imports 


80/81 82/83 84/85 86/87 88/89 


Sources: Economic Research Service; import data, Department of Commerce; brewers use, Department of the Treasury. 


1978/79 to 1988/89, direct food use rose 
from 15.2 million cwt to over 25 million cwt, 
a 65-percent increase. In contrast, this 
category showed virtually no growth be- 
tween 1969/70 and 1975/76. 


Direct food use is made up of regular milled 
white rice and specialty rice. Specialty rice 
includes parboiled, brown, precooked, and 
aromatic. Since 1978/79, consumption of 
specialty rice has grown faster than that of 
regular milled white rice, and its share of 
direct food use climbed from 19 to 23 per- 
cent over the study period, due primarily to 
strong growth in parboiled and brown rice 
consumption. 


Parboiling rice involves soaking, steaming, 
and drying long-grain rice before milling to 
improve cooking quality, retain water- 
soluble vitamins, and reduce breakage in 
milling. The parboiled share of specialty rice 
shipments rose from 60 to 76 percent and 
reported use rose from 1.8 million to 4.4 
million cwt over the study period. 


Brown rice, which is produced by reioving 
the hull but keeping the bran, has only 
recently emerged on grocery shelves in 
significant quantities. Although brown rice 
consumption rose over the last two 
decades, use accelerated in the last half of 
the 1980’s—almost tripling from 270,000 
cwt in 1984/85 to nearly 700,000 cwt in 
1988/89. 


Brown rice could become a staple instead 
of a specialty item, according to USDA's 
Agricultural Research Service (ARS). ARS 
scientists have developed a process that 
extends the shelf life of properly packaged 
brown rice. It doesn't alter the appearance 
or texture of the cooked product or remove 
valuable nutrients, as heat treatments often 
do. 


Precooked rice was the only specialty rice 
to decline in use. Consumption totaled al- 
most 1 million cwt in 1978/79 but dropped 
to 670,000 cwt by 1988/89. 


Most of the increase in direct food use of 
rice since the late 1970's occurred in heavi- 
ly urbanized States along the Atlantic and 
Pacific coasts, where per capita consump- 
tion already exceeded the national 
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average. “Consumption is rising fastest in 
the major cities of these regions, due 
primarily to their large Asian-American and 
Hispanic-American populations,” Childs ex- 
plains. 


The Pacific (mainly Hawaii and California) 
and the mid-Atlantic regions (especially 
New York and New Jersey) have the 
highest per capita consumption for direct 
food use—almost 17 pounds. The south 
Atlantic region ranks third with a per capita 
direct food use of 11 pounds. Florida, South 
Carolina, and the District of Columbia have 
the highest per capita consumption, at over 
16 pounds each, in the south Atlantic 
region. 


These regions accounted for almost 72 per- 
cent of the United States’ direct food use of 
rice in 1988/89, up from 64 percent 10 years 
earlier. Consumption growth in other 
regions around the country lags far behind 
these three regions. 


Beer constitutes another important use of 
rice. Brewers use declined as a share of 
domestic rice consumption from almost 30 
percent in 1978/79 to under 24 percent in 
1988/89, according to Department of 
Treasury data. But the total quantity of rice 
used in beer rose from 7.9 million to 11.1 
million cwt. So the amount of rice used in 
beer increased at a much slower rate than 
that used in direct food and processed food. 


Processed Food Use 

Increasing, Too 

Processed food use of rice grew the fastest 
over the study period, more than doubling 
from 3.7 million cwt in 1978/79 to over 8.6 
million in 1988/89. In 1988/89, it accounted 
for over 20 percent of domestic consump- 
tion, up from 14 percent 10 years earlier. 


Cereal is by far the single largest use of rice 
in the processed food category, accounting 
for 45 percent in 1988/89. It also showed 
the biggest rise in the category through the 
mid-1980's and accounted for most of the 
increase in processed food use: It grew 
from 2 million cwt in 1978/79 to 4.8 million 
in 1986/87, then declined to 4 million in 
1988/89. 
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Packaged Rice Side Dishes and Other Products Have 


Increased Their Share of the Market 


Million cwt 
8— 


1969/70 71/72 73/74 75/76 


‘No data available for 1977. 

2Data unavailable before 1986. 
Source: Economic Research Service. 
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Packaged mixes of flavored rice side dishes 
are the second largest use of rice in 
processed foods. The number of flavors 
and combinations have expanded substan- 
tially. In 1982/83, just 222,000 cwt of rice 
were reported shipped for packaged rice 
mixes. But by 1988/89, that figure had 
grown to more than 1.7 million cwt, account- 
ing for over 20 percent of processed food 
use. 


New uses for rice, especially in pet foods 
and rice cakes, show the fastest rate of 
growth among processed foods. Both 
products were introduced in the mid- 
1980's, and their reported consumption 
nearly tripled between 1986/87 and 
1988/89. 


Childs attributes much of the increase in the 
use of rice in pet foods to the health benefits 
associated with it. Pet food use soared from 
425,000 cwt in 1986/87 to almost 1.4 million 
in 1988/89, making it the third largest 
processed food use of rice. Industry par- 


78/79 


Rice cakes? 
Pet food? 


Packaged side dish mixes 


80/81 82/83 84/85 86/87 88/89 


ticipants say this market has shown sub- 
stantial growth so far in the 1990's. 


“Because Americans are growing increas- 
ingly conscious of their fat and calorie con- 
sumption, rice cakes have emerged as a 
major processed food in a relatively short 
time,” Childs says. 


Reported use climbed from 288,000 cwt in 
1986/87 to over 700,000 cwt in 1988/89. 


Rice in candy and frozen dinners, first in- 
cluded in USDA's survey in 1986/87, also 
expanded in the second half of the decade, 
but use is much smaller than that of pet food 
or rice cakes. And although the amount of 
rice used in soups and baby foods rose in 
the early 1980's, reported consumption for 
both peaked in 1984/85. Neither category 
accounts for a large portion of use. @ 

Based primarily on information provided by 
economist Nathan Childs, Commodity 
Economics Division, Economic Research Ser- 
vICe 
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To request subscription information on 
any of these reports, write ERS-NASS, 
P.O. Box 1608, Rockville, MD 20849- 


For details on electronic access to re- 
ports of the Economic Research Service 
or National Agricultural Statistics Ser- 
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Mexico Benefiting from 
Economic Reforms 


The following article—the first in a two-part 
series—examines how a revived Mexican 
economy is providing greater trade and in 

vestment opportunities for U.S. business 
interests. A companion article scheduled 
for the February issue of Farmline will take 
a look at current agricultural trade between 
the United States and Mexico 


Meee is shaking off the economic 
strategies of the past and embrac- 
ing the free market model, report a pair of 


economists with USDA's Economic Re- 
search Service (ERS) 


These changes are creating closer ties be- 
tween the United States and Mexico even 
as negotiations for a North American free 
trade agreement are taking place 


And they are thus likely to mean a boost in 
trade—even before the conclusion of any 
accord among the United States, Mexico, 
and Canada 


The reform program has 
significantly reduced 
U.S.-Mexican trade 
constraints. 


‘The dramatic changes in Mexico's 
economic policies have shown that its 
Government is prepared to alter the course 
of the Mexican economy to keep pace with 
new global realities,” says ERS economist 
Mathew Shane. “These policies are moving 
Mexico toward a more open economy 
based on the principles of free trade and 
competitive enterprise.” 


Shane and fellow ERS economist David 
Stallings recently examined the new 
policies at work in Mexico and what they 
may mean for the future. 


“The ruling Institutional Revolutionary Party 
has begun major reforms that reverse the 
direction the Mexican Government has pur- 
sued in this century,” says Shane. “Inward 
orientation and state control of key in- 
dustries are giving way to liberalized trade 
and greater reliance on private enterprise.” 


U.S. Interests Involved 

Although not as well publicized as reforms 
in Eastern Europe and the former Soviet 
Union, he says, the efforts of the Mexican 
Government are just as significant for the 
economic health of the United States. At the 
moment, in fact, Mexico's reforms may be 
even more important (in economic terms) 
than those in the formerly Communist 
world, he adds. 


Shane cites the strong bonds that already 
exist between the two nations: 


Mexico is the third-largest trading partner of 
the United States. Mexico also has been the 
third- or fourth-largest market for U.S. farm 
products in each of the last 3 years. The 
United States purchases half of Mexico's oil 
exports and over three-quarters of its other 
merchandise sold to foreign countries. Of 
Mexico’s merchandise imports, 65 percent 
are of U.S. origin (1985-90 average). 


“When combined with Canada,” Shane 
says, “these three countries could make up 
a free trade zone larger than the European 
Community, in both population and 
economic activity. Furthermore, as a border 
country Mexico is politically strategic for the 
United States.” 


Mexicans have already realized substantial 
benefits from economic reforms. Inflation 
declined after the Mexican Government 
reduced foreign debt, decreased trade con- 
straints, increased foreign investment, 
reduced the budget deficit, and slowed the 
depreciation rate of the peso. Economic 
growth has accelerated, averaging 3.5 per- 
cent in 1989-91. And growth is expected to 
continue over the next 5 years. 


“The Mexican Government is convinced 
that freeing up the economy is a precondi- 
tion to sustained growth and developme"t,” 
says Shane. “The stated objective is to 
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Reduced Debt Payments Crucial to Mexico’s Economic Vitality 


The revival of Mexico’s economy may 
seem like a miracle to many, but it took 
a “tithe” from the country’s creditors to 
make it happen. 


U.S. banks and other lenders voluntari- 
ly cut Mexico’s $100-billion-plus nation- 
al debt by more than 10 percent in 
1989-90 under the auspices of the 
Brady Plan. Named after U.S. Treasury 
Secretary Nicholas Brady, the plan in- 
volved a series of policies to help heavi- 
ly indebted countries reduce the burden 
of their external obligations. 


“The objectives were to trim the current 
level of debt and provide for new lend- 
ing,” says ERS economist Mathew 
Shane. “Lower repayments permitted 
imports to rise, and new lending freed 
domestic resources for investment.” 
The reduction of its foreign debt in 
1989-90 has had a substantial effect on 
Mexico's conduct of fiscal and 
monetary policy, investment climate, 
and economic outlook. 


bring the per capita income level to that of 
an industrial country over the next 20 years. 
The proposed North American free trade 
agreement is one way to institutionalize 
Mexico's current reform efforts.” 


Mexican planners have aiso found that their 
radical structural reform program has sig- 
nificantly reduced trade constraints be- 
tween the United States and Mexico, 
opening the way for greater Mexican 
economic growth from direct foreign invest- 
ment. 


“The United States invests more in the 
Mexican economy than all other countries 
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The result has been a fall in the debt-to- 
gross domestic product (GDP) ratio 
from 59 percent in 1988 to 39 percent 
in 1990. "More of Mexico's output can 
now be used for investment rather than 
paying for past borrowing,” says 
Shane. "The Brady Plan has increased 
the optimism of investors, consumers, 
and Mexican Government officials.” 

Of course, the most important benefit 
has been the lowering of current obliga- 
tions. Debt repayments took 50 percent 
of all export earnings as recently as 
1986, and over 45 percent as of 
December 1987. But that ratio declined 
to less than 30 percent in 1990 and is 


expected to be near 25 percent by the 
end of 1991. 


Shane says that debt payments actual- 
ly displace investment on more than a 
dollar-for-dollar basis. 


"Repayments for past obligations rep- 
resent funds that could be used for 
investment,” he says. "At the same 
time, productivity is eroded as more 


combined,” says Shane, “and U.S. inves- 
tors are likely to become even more active.” 


Doubling Investment 

The aim of the Mexican Government, he 
says, is to double the level of direct foreign 
investment by 1994, and to obtain a total of 
$60 billion by 1995. Registered investment 
in 1990 was $4.4 billion, twice the amount 
in 1989. The United States provided the 
bulk of foreign investment, which was 
centered in the industrial sector. Shane es- 
timates that the proposed North American 
free trade agreement would lead to an ad- 
ditional 33 percent in direct foreign invest- 
ment in Mexico each year. 


output must be used to make pay- 
ments, leaving less for workers and 
owners.” 


In addition, payments on government- 
guaranteed debt also compete with 
Mexico's other financial obligations. 
"This can be inflationary, so the reduc- 
tion in current repayments is critical in 
the fight against inflation,” Shane says. 
Reducing debt payments is also vital for 
sustaining and expanding capital in- 
flows into Mexico. In December 1990, 
Moody’s Investment Services rated 
Mexico's foreign currency debt at Baa, 
the first rating issued for the country 
since 1982 and one thai exceeds that 
of some U.S. municipalities. 


"This means, for the first time since 
1982, that Mexico has the potential to 
borrow on the international commercial 
market,” says Shane. 


It also reflects faith in a Mexican 
economy that few believed in just a few 
years ago. 


At the same time, Mexican officials have 
eased the entry of import items into their 
country. All imports into Mexico in 1982 
were subject to import licenses. However, 
by the end of 1989, only 2 percent of im- 
ported items were subject to licenses, and 
current plans call for a total elimination of 
import licenses over the next 5 years 
Moreover, average tariff rates in 1982 were 
85 percent. Maximum tariff rates are cur- 
rently 20 percent, and average rates are 
under 10 percent. 


“The United States has experienced sub- 
stantial increases in both imports to and 
exports from Mexico over the last several 
years, because of the lowering of trade 





barriers and Mexico's improved economic 
vitality,” says Shane. “The projected growth 
in Mexican income from the change in 
government policies is also likely to boost 
Mexican demand for U.S. products in the 
future, with particularly large growth in food 
grain, feed grain, and livestock exports.” 


Mexico’s shift away from government con- 
trol of major industrial sectors and tight 
restrictions on foreign investment has come 
in the wake of some of its worst economic 
times in decades. 


From 1982 to 1988, Mexico’s economy 
grew less than 2 percent a year, and infla- 
tion soared out of control. By 1987, inflation 
had risen to more than 150 percent. 


The desire to reduce inflation explains 
many Mexican policy changes since 
December 1987, says Stallings. Growth in 
gross domestic product (GDP) suffers 
when inflation accelerates. 


He says that resources are used less effi- 
ciently when inflation rises: Investment 
declines sharply as future values become 
uncertain, capital that could be used 
domestically is transferred overseas, 
savings decline, and real wages are 
eroded. Income distribution also worsens 


as the wealthy protect themselves and the 
poor cope with less. “This happens when 
wealthy persons send their savings out of 
the country (to U.S. banks, for example) to 
maintain their income,” says Shane. 
“People without savings, though, suffer the 
full consequences of inflation.” 


Valuing the Future 

“The bottom line is, with inflation, the 
present is valued more highly than the fu- 
ture,” says Stallings. “A poor country, such 
as Mexico, only makes itself poorer over 
time with a high-inflation policy.” 


He says the reduction in Mexican inflation 
is the most visible sign that the future is 
playing an important role in economic 
policymaking. 


“A slowdown in the rate of growth in money 
is Critical to easing inflation, yet fiscal policy 
and monetary policy in Mexico are not inde- 
pendent,” says Stallings. “Excessive 
government spending always involves bor- 
rowing from future generations.” 


This is accomplished, he says, by boosting 
the money supply. Thus, the cost of weigh- 
ing the present more heavily than the future 
is seen immediately in inflation. 





The United States Remains the Dominant Foreign Investor in Mexico 


“When the fiscal deficit rose to 16 percent 
of GDP in 1987, inflation surged to over 160 
percent,” Stallings notes. “The decline in 
government borrowing, to 3.5 percent of 
GDP in 1990, puts much less pressure on 
the monetary authorities to increase the 
supply of money, and inflation falls.” 


Of course, inflation may also be controlled 
by exchange rate policy. Mexico has 
slowed the depreciation rate of the peso 
against the dollar to under 5 percent per 
year by using a preannounced “crawling 
peg” (devaluing by 1/100 cent per day). 


“The long-term goal is to stabilize the peso 
and dollar exchange rate once the inflation 
rate reaches the 6-percent target,” says 
Stallings. “This means that the central bank, 
the Bank of Mexico, may expand its money 
supply only in accordance with monetary 
policy in the United States. Mexican infla- 
tion will then partly depend on U.S. infla- 
tion.” 


During the last period of fixed exchange 
rates, from 1971 to 1976, Mexico had its 
lowest average rates of inflation in the past 
20 years. The 1980's saw the peso alter- 
nately undervalued and overvalued, 
making planning and long-term contracting 
very difficult. 


“Increasing competition may also control 
inflation,” says Stallings. “Rewards in com- 
petitive industries, over time, go to those 
who can reduce costs and offer goods and 
services of comparable quality at lower 
prices.” 


The Mexican Government has increased 
competition in three ways: by eliminating 
monopolies (in the form of state-owned 
enterprises), opening Mexico to foreign 
competition, and eliminating regulations 
(especially in overland transport) that 
tended to raise costs and restrict the 
availability of some goods and services. 


On the fiscal policy front, the decision to 
privatize many government enterprises has 
had two further benefits, says Stallings. 
First, subsidies to government-owned 
enterprises have been reduced. Second, 
some of the revenues from the sale of 
government-owned businesses have been 
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placed in a stabilization fund both to reduce 
debt and to use as a hedge against future 
uncertainties. This fund currently exceeds 
$1 billion. 


Shane says that the Mexican Government 
is encouraging direct foreign investment as 
a further structural reform of its economy. 
Promoting foreign investment pays off in 
immediate benefits: The country’s current 
account deficit can be financed by private 
investment flows, rather than government 
borrowing. 


“Consequently, inflationary pressures are 
again reduced, and an automatic stabilizing 
mechanism comes into play,” says Shane. 
“Foreign investment now means more ex- 
ports later. We can expect flows of goods to 
service private debt, rather than flows of 
international borrowing to service publicly 
guaranteed debt.” 


Transferring Risk 

The Mexican Government has recognized 
that direct foreign investment is a substitute 
for foreign debt, but with several distinct 
advantages. There are no explicit repay- 
ment requirements. The risk is largely trans- 
ferred abroad. 


“The new regulations specify that two-thirds 
of all business activities require no prior 
approval,” says Shane. “These include 
projects that are outside of major cities, 
consist of investment funds from abroad, 
and will lead to a net outflow of funds from 
Mexico in the first 3 years of operation.” 


The purchase of Mexican companies is 
subject to the same rules. In other cases, 
the project must be approved by the Nation- 
al Foreign Investment Commission within 
45 working days of the date the application 
was submitted. Failure to act within that 
period means that the project is automat- 
ically approved. 


“Associated with fewer rules regarding 
direct foreign investments are arrange- 
ments for increased technology transfer,” 
says Shane. “New laws provide for more 
certainty about the ownership of intellectual 
property rights, particularly franchise licens- 
ing and patent production.” 
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He says that international investment and 
domestic optimism in Mexico have stepped 
up the production of goods and services, 
portending a long run for the country’s 
economic growth. 


“Real GDP growth is projected to return to 
rates above 6 percent by the mid-1990’s, a 
rate comparable with those of the 1960's,” 
says Shane. 


Gross domestic investment has steadily in- 
creased, growing to 21.6 percent of GDP in 
1991. Arise in investment means that more 
goods and services will be produced in the 
future, creating the conditions for even 
greater growth. 


“Savings have also risen, which indicates 
that people will be able to buy those addi- 
tional goods,” says Shane. “The fastest 
growing developing countries, such as 
South Korea and Taiwan, have savings and 
investment rates of over 30 percent.” 


Finally, the Mexican Government's deficit 
was trimmed from an average of 12.5 per- 


cent of GDP during 1982-88 (reaching 16 
percent in 1987) to under 4 percent in 1989 
and 1990. 


“Government fiscal control is projected to 
continue over the next 5 years,” says 
Shane. “Rather than having to service its 
debt, the Government can concentrate on 
more serious problems, such as health and 
education.” 


Based largely on information provided by 
economists Mathew Shane, David Stallings, and 
Richard Brown, Agriculture and Trade Analysis 
Division, Economic Research Service 





AGRICULTURAL ROUNDUP 


Women Lease More Farmland Than Men, But Exert Less Control 


Women make up the largest 
category of landlords who 
lease U.S. farmland, says 
economist Denise Rogers of 
USDA's Economic Research 
Service (ERS). 


Female landlords number 
650,000 and lease 105 million 
acres. They make up a larger 
group than male landlords, 
who number 506,000 and 
lease 82.5 million acres, or 
than men and women who 
jointly lease land, numbering 
477,000 and leasing 74.8 mil- 
lion acres 


Rogers and Ann Vandeman, 
another ERS economist, base 
these and other conciusions 
on The Agricultural 
Economics and Land Owner- 
ship Survey of 1988, a follow- 
on survey to the 1987 Census 
of Agriculture. 


Rogers explains that some 
farm operators attempt to 
lower their financial risk by 
leasing rather than owning 
the land they farm. The 
amount of rented farmland in- 
creased by nearly 19 million 
acres since 1982, to 402 mil- 
lion in 1987. “Those who rent 


can easily expand their opera- 


tions in one year and contract 
the next, using their capital to 
buy such necessities as 
machinery rather than land,” 
she says 


Landlords want to control 
production practices for two 
reasons: to realize short-term 
gains from current production, 
and to preserve the long-term 
production potential of the 
land. 


“Control” of farm operations in- 
cludes various management 
decisions, such as selection 

of fertilizers and pesticides, 
cultivation practices, selection 
of crop varieties, harvesting 
practices, and the timing, loca- 
tion, and prices for the sale of 
commodities. 


Women are less involved in 
the control of leased 
farmland. “Even when every- 
thing else is taken into con- 
sideration, such as age, 
location, and occupation, men 
still participated more in 
management of rented land,” 
she observes. 


Despite the disparity in con- 
trol, however, the survey 
revealed only slight differen- 


ces between male and female 
landiords. The average age 
for both groups is 60, with 
women slightly older. “Given 
the longer life expectancy for 
women, this age difference is 
consistent with the view that 
female agricultural landlords 
are often widowed farm 
wives,” Rogers notes. 


Most landlords have inherited 
land, women slightly more 
than men. Women’s holdings 
are slightly larger than men’s, 
and both lease out most of 
their acreage. 


Rogers says that landlords 
who also farm some land 
themselves may be able to 
make more informed 
decisions on production prac- 





Male and Female Landlords Lease Similar Types 


Of Farm Operations 





Grains & 
other field crops 





Source: Agricultural Economics and Land Ownership Survey, 1988. 
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tices and may be more likely 
to benefit financially from their 
involvement in these 
decisions. 


More women than men rent 
out land on shares (leasing 
for a share of the crop and in- 
puts, with the operator and 
landowner sharing the risk), 
as opposed to a fixed cash 
payment rental (where the 
operator assumes all of the 
risk). “We expect landlords 
who rent out land on shares 
to participate more in manage- 
ment because the returns to 
this activity would be higher,” 
Rogers notes. 


Nevertheless, women par- 
ticipate in management less 
than men. A possible explana- 
tion is that women’s reasons 
for using share leases have 
more to do with ensuring that 
land stays within the family 
than with realizing higher 
returns from the land by retain- 
ing management control. 


Rogers notes some regional 
differences in the roles of 
landlords on leased land. 
Landlords have a higher prob- 
ability of involvement in the 
management of farms in the 
Midwest and West, compared 
with those in the South and 
Northeast. Livestock opera- 
tions are more likely to in- 
volve landlord participation 
than cash grain farms. The 
landlord’s greater investment 
in structures (such as barns 
and pens) on land leased for 
livestock may account for 
higher percentages of par- 
ticipation. 











However, the growing number 
of women farm operators and Male and Female Farm Landlords Differ Slightly 
the higher management par- in Their Occupations. . . 

ticipation rates among 

younger female landlords Percent 

may lead to change. “As we 60 
look at younger male and 

female landlords, say about 

age 30, the differences in 

management participation are 

not as pronounced as they 

are between male and female 

landlords about age 65,” 

Rogers observes. “As these 

women age, their participation 

in management may be 

greater than that of their 

predecessors.” 

















— Carol Lee Morgan 

















Farming Nonfarming Retired 


*Such as housewives and students. 


. .and the Portion of Income They Derive from Agriculture 


Percent 
60 











Less than 1% 1-25% 26-50% Over 50% 


Source: Agricultural Economics and Land Ownership Survey, 1988. 
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FARMLINE TRENDS 


Monthly Price Monitor 


USDA's November 1991 inflation-adjusted 
index of farm prices, from the Nationa 
Agricultural Statistics Service's Agricultura 
Prices report, was 1.4% below October and 
4.1% below a year earlier. Wholesale 
market prices follow. Corn held steady at 
$2.41 per bushel, while wheat continued 
upward to $3.74 per bushel, its highest 
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price this year. Soybeans rose to $5.56 per 
bushel. Cotton declined to 54.7¢ per pound, 
its lowest point since November 1988. Let- 
tuce jumped to $11.38 per carton because 
of extremely hot weather in California and 
Arizona which affected lettuce yieids in the 
first half of the month. Oranges fell to 
$10.16 per carton, the lowest level so far 
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this year, but almost $2 above a year ear- 
lier. In the meat animals area, direct choice 
steers increased to $70.84 per cwt. Bar- 
rows and gilts dropped over $5 to $38.89 
per cwt, the lowest since April 1989. 
Broilers held fairly steady at 52.0¢ per Ib. 
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ERS-NASS VIDEO TAPES 


ERS: Economic Research 

for American Agriculture 

A historical account of the role of economic research in 
the success of American agriculture. 

16 1/2 minutes. 

Order No. VTO01 $15.00 


Today and Tomorrow 


The U.S. Department of Agriculture’s outlook program 
analyzes the current situation for U.S. and world crops, 
and provides a forecast of future supplies and prices. 
"Today and Tomorrow" is an overview of the USDA 
outlook program from its beginning in the 1920’s, to the 
current comprehensive program of research and analysis. 


23 minutes. 
Order No. VT002 $15.00 


The Need To Know 

Begins with a futuristic "what if?" opening, and then 
proceeds to outline the history, significance, and 
contributions of agricultural statistics and USDA’s 
National Agricultural Statistics Service. 


23 minutes. 
Order no. VT003 $15.00 


Your Hometown 


“Your Hometown” is an informative and entertaining 
look at small town rural America. Originally seen on 
public television stations nationwide, and narrated by 
James Whitmore, the program focuses on three rural 
communities where citizens use innovative thinking 
and teamwork to revitalize their own towns. 


1 hour. 
Order No. VT004 $15.00 


Alternative Agriculture: 

Growing Concerns 

Can U.S. farmers produce at a profit while practicing 
low-input, sustainable agriculture (LISA)? “Growing 
Concerns” investigates the benefits and drawbacks of 
LISA. An excellent overview, this documentary was 
originally seen as a five-part series on national 
television. 

19 minutes. 

Order No. VTOOS $15.00 


Ethanol: Economic and Policy Tradeoffs 


Ethanol can contribute to the national goals of energy 
security, a clean environment, and a healthy rural 
economy--but there are tradeoffs. 


25 minutes. 
Order No. VT006 $15.00 


To order, call our order desk, toll free, at 1-800-999-6779 
(8:30-5:00 E.T. in the U.S. and Canada; other areas, please call 301-725-7937) 
or write: ERS-NASS, P.O. Box 1608 , Rockville, MD 20849-1608 ~° 
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